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June 25, 1999
Independence Standards Board Minutes Meeting of June 25, 1999 Public Session A public
meeting of the Independence Standards Board ("ISB" or "Board") was held on June 25, 1999 at
the New York Office of the AICPA. In attendance were: Board Members William T. Allen,
Chairman John C. Bogle Stephen G. Butler Robert E. Denham Manuel H. Johnson Philip A.
Laskawy James J. Schiro Others Present by Invitation Arthur Siegel, Executive Director, ISB
Richard H. Towers, ISB staff Susan McGrath, ISB staff Bill Cashin, ISB staff Christine Bricker,
ISB staff Richard I. Miller, General Counsel & Secretary, AICPA W. Scott Bayless, Associate
Chief Accountant, SEC Lynn E. Turner, Chief Accountant, SEC Gerald Ward, Former IIC
Member Katherine Schipper, ISB Research Consultant Henry Jaenicke, Project Director,
Conceptual Framework Project Alan S. Glazer, Assistant Project Director, Conceptual
Framework Project Lawrence Cunningham, Project Director, Firm Structures Project Thomas
Dunfee, ISB Ethics Consultant The meeting was called to order at approximately 10 AM.
Chairman Allen introduced the two new ISB staff members - Bill Cashin and Christine Bricker and Professors Cunningham and Dunfee and the SEC observers. He summarized the proposed
agenda for the public session and then introduced the first presenter. Family Relationships Jerry
Ward leads the IIC Family Relationships task force. He summarized the major changes in the
Invitation to Comment since the document was last reviewed by the Board. The changes
included the deletion of financial interests proposals and a broadening of the "close relatives"
definition to include in-laws, grandchildren and grandparents. "Key position" was redefined and
the application of firm controls and the "best knowledge" guidance were tightened in the
document language. A glossary was added to the ITC as well. Mr. Ward, with the use of slides,
explained the Alternative A approach defining "on the engagement" as described in the ITC. He
showed two matrices, one for immediate family and the second for other close relatives. Mr.
Ward explained what the proposed changes are to the existing rules and how independence may
be impacted with respect to the immediate family or close relatives of partners, managers and
staff on the job, in the office and for the firm if that family member is employed by the client. In
the immediate family matrix, the proposal would tighten the existing restrictions by prohibiting
the immediate family member from being employed at the client in any capacity, if the related
partner, manager, or staff member provides any professional service to the client. In the office
and on a firmwide basis, the proposal eases the current restrictions. For other close relatives, no
changes are suggested in the proposal except when not on the job, for partners and for managers
in the work office, where an evaluation of threats to independence by their relatives' employment
is advised, but the proposal would not require prohibition. The existing guidance known as the
"500 mile rule" would be dropped. Mr. Towers then briefly described the remaining parts of the
ITC document. The Board thought it prudent not to define materiality in the document. Mr.
Bayless also requested that the reference to "joint" investment be deleted from page 8. There was
a discussion regarding whether the proposal is really no more than a "tweak" to the present
guidance rather than a new approach as had originally been intended. Mr. Siegel explained that
the concept of distinguishing between those "on the engagement" versus " those not on the
engagement" reflected the document's new approach to the issue. Mr. Laskawy reopened the
discussion of whether financial interests should be part of the ITC. He and Mr. Butler discussed
the notion that, since there are some financial interests that flow directly from employment, the
issue deserves attention in this document. The Board asked that the staff modify the document to
raise that idea and to seek comments on whether employment-related financial interests guidance

should be added. The Board Oversight Task Force was directed to review and approve a
modified document which will be exposed for a comment period expiring on September 30.
Employment with Clients Ms. McGrath provided a brief overview on the status of this project.
The Discussion Memorandum was released in March and the due date for comments was June
18. The approximately 20 letters received to date reflect a preference for safeguards over the
"cooling off" period approach. The letters, together with a summary of the comments, will be
provided to the Board. Alternative Practice Structures Ms. McGrath and Prof. Cunningham
provided a summary of the Discussion Memorandum for the Board. Prof. Cunningham explained
that the intent of the document was to develop an approach as to how to apply independence
rules to the new firm structures. This was identified as a likely public policy issue, thereby
needing public input. There are four main structure issues in the document with a discussion of
whether independence restrictions should be imposed in each of the four scenarios. They are the
dual employment issue, sister firms, significant shareholder issues and client investments. They
also summarized the possible safeguards to potential conflicts. The Board agreed that it is a very
complex issue. Suggestions were made to include 3 or 4 broad questions to help the reader digest
the issues and provide informed comments in response. Chairman Allen offered a global
question and asked other Board members to draft their own questions. Mr. Turner indicated that
the SEC staff would be skeptical with respect to the safeguard approach as described in the
memorandum. There are several investigations with the SEC staff currently and he is not a
believer that "fire walls" achieve the success needed to safeguard from conflicts. Several Board
members also challenged the efficacy of safeguards in this environment. The document was
approved for public comment pending the insertion of several broad policy questions that Board
members will forward to the staff. A special meeting in October may need to be called to address
the progress of the project and review the responses to those questions. It was agreed that the
Discussion Memorandum would be exposed for 60 days after approval by the Board Oversight
Task Force. Mutual Funds Mr. Towers and Mr. Cashin summarized the project and the
approaches proposed in the documents provided to the Board. Those documents include a range
of approaches from the most restrictive to the least restrictive for the three types of situations
addressed. The questions involve whether independence is required with respect to all non-client
sister funds when a fund is audited, all nonclient related funds if the advisor or another related
nonfund entity is an audit client, and all nonclient nonfund entities if a fund is a client. In
grouping the sister funds to be restricted, Mr. Bogle did not think it was necessary to include
common accounting systems as a control issue. The existence of a common advisor to the fund
groups adequately raises the issue of control. He explained that he does not believe that any one
investor can impact or influence the fund investments and he does not think these issues pose
significant threats to auditor independence. Mr. Turner indicated that a restriction should exist
for the engagement team including the senior personnel in the work office, but believed that the
Board should consider soliciting views as to whether the rules should allow other professionals
to be investors in nonclient funds. For instance, in 401k situations involving spouses, Mr. Turner
suggested that, provided the firm professional was neither on the job nor management in the
office, the Board should consider soliciting views as to whether the rules should allow the spouse
to continue to participate in a plan that invested in a client. Further, Mr. Turner indicated that the
Board should consider soliciting views as to whether the Board should consider soliciting views
as to whether the rules should allow the firm's own self-directed, defined contribution retirement
plan to include nonclient related funds along with other options provided the engagement group
and office personnel could not invest. The Board authorized the Board Oversight Task Force to

meet with Mr. Turner and the ISB staff to finalize an exposure draft which will then be issued for
comment. Conceptual Framework Mr. Jaenicke and Mr. Glazer explained the complexities
associated with this project and their revised timeline. A draft Discussion Memorandum will be
provided to the Board between Thanksgiving and Christmas. Mr. Turner asked whether there had
been any research associated with this project. Mr. Jaenicke explained that archival research had
been performed. As to empirical research, it was deemed by the Task Force to not be appropriate
in this instance. Ratification of Staff Interpretation Mr. Towers briefly summarized the April 9,
1999 staff interpretation regarding a cohabitant issue in Canada. The consultation, which is on
the ISB website, involved an issue that related to a newly admitted partner and her long-time
cohabitant who worked as financial vice-president with a limited partnership that is a de minimus
investment owned by two very large clients. The partnership is audited by a different firm. It was
determined that independence was not impaired based on these facts and circumstances which
had been discussed with the SEC staff. Mr. Bayless stated that there might be a different answer
if the investment was other than a de minimus one. He also stated that the auditor of the
partnership would have to be independent within the meaning of the ISB and SEC rules. The
Board then voted unanimously to ratify the interpretation. Minutes The minutes from the March
12 meeting were approved. The public session was adjourned at approximately 1:15 PM.
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